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Abstract

The purpose of this paper is to present annual rates of return on Social Security Corporation
investments from 1985 through 2001. Selection of this time period was due to availability of
data, which come from annual reports 1984 through 2001 as published by the Social Security
Corporation. Annual return calculations are for the total portfolio (all components in portfolio

and all assets in each component) with no attempt at disaggregation.
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Executive Summary

The annual compound rate of return for the entire 26-year period is 11.1 percent using
investment assets as the base of calculation and 11.5 percent using total assets as the base.
Gross returns (using investment assets) range from a low of 3.4 percent (1993) to a high of
28.9 percent (1985), whereas net return (using total assets) range from a low of 4.9 percent
to a high of 29.8 percent (1985).

When interpreting these data, the reader must exercise certain caution. To begin with, all
data used in calculating rates of return are based on book values, and not market values.
Book values are suspect due to the particular account practice employed by the SSC at any
point in time, which appear to have changed three different times during the period cover by
thisanalysisin 1996, 1994, and 1990.

It may also be tempting to conclude that the Corporation’s investment results were
decreasing over the entire 26-year period due to poor investment policies. While some of the
declining results may be due to poor policies (we cannot tell without knowing the
Corporation’s specific policies and observing an acceptable benchmark over the same period
of time for comparison proposes), there are two factors that need to be recognized. First, the
asset base of the plan grew dramatically over the 26-year period from an initial investment
value of something over JD 89 million in 1985 to something over JD 1.3 billion in 2001.
This increase represents a 15-fold growth in assets and, quite reasonably, creates a challenge
for investment purposes.

Another factor some may suggest that accounts for the decline in returns over the 26-year
period is the drop in interest rates over the past few years. While this factor may have
exerted some influence, it is highly doubtful that interest rates could account for the steady
decline in returns over the entire 26-year period. Over this longer period of time, the market
has seen both increasing as well as decreasing interest rates in a pattern that generally
follows the business cycle. If declining interest rates were a major factor driving declining
rates of return, we would have seen both increasing and decreasing investment return that
would have generally coincided with the various interest rate cycles from 1985 to 2001. This

has not been the case.
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Body of Report

In order to evauate the Socia security Corporation’s investment results from 1985 to 2001,
the table below presents rates of return that are calculated using two different
methodologies: (1) gross return based on investment assets, and (2) net returns based on total
assets. Total assets differ from investment assets by adding several items to investment
assets including fixed assets (net of depreciation), contributions pending settlement,
subscriptions due from subscribers, accrued interest, accounts receivable, and cash on had at
banks. Although the resulting return calculations are technically different, they are not
significantly different. The annual compound rate of return foe the entire 26-years is 11.1
percent using investment assets asset base and 11.5 percent using total assets as the base.
Gross returns (using investment assets) range from a low of 2.4 percent (1993) to a high of
28.9 percent (1985), whereas net returns (using total assets) range from a low of 4.9 percent
to ahigh of 29.8 percent (1985).

When interpreting these data, the reader must exercise certain caution. To begin with, all
data used in calculating rates of return are based on book values, and not market values.
Book values are suspect due to the particular account practice employed by the SSC at any
point in time, which appear to have changed three different times during the period cover by
thisanalysisin 1996, 1994, and 1990. In addition, book values are dependent on an analyst’s
subjective judgments when estimating the value of illiquid assets such as rea estate projects
and non-traded equities. The result is that two different analysts could arrive at two very

different values for the same asset with neigh analyst being wrong.

A final reason for exercising caution is because accounting for actively traded equities using
book values underestimates the true market value of most equities that produces hidden
values not reflected in the turn calculation. In short, basing return calculations on book
values smoothes the data in ways that distorts the true market value of the assets and, thus,
places a negative bias on the results presented here. As a consequence, a comparison
between rates of return present here and returns on a market index such as the Amman Stock
Exchange Index would not be a fair comparison due to the fact that the Index is based in

market values, and not book values.
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It may also be tempting to conclude that the Corporation’s investment results were
decreasing over the entire 26-year period due to poor investment policies. While some of the
declining results may be due to poor policies (we cannot tell without knowing the
Corporation’s specific policies and observing an acceptable benchmark over the same period
of time for comparison proposes), there are two factors that need to be recognized. First, the
asset base of the plan grew dramatically over the 26-year period from an initial investment
value of something over JD 89 million in 1985 to something over JD 1.3 hillion in 2001.
This increase represents a 15-fold growth in assets and, quite reasonably, creates a challenge

for investment purposes.

Investing a relatively small amount of money in a small country with limited investment
opportunities is much easier than investing a large amount of money in the same small
country. In other words, over this 26-year period, a fast growing amount of money has been
chasing a dower growing number of investments. This fact, alone, could account for much
of the drop in rates of return over time as many of the more attractive investments were
picked off the investment opportunity schedule in the beginning of the period leaving less
atractive investment opportunities toward the end of the period. This conclusion is
supported by observing the large buildup of cash in the SSC investment portfolio over the

past severa years, which needs to find suitable investment outlets.

Another factor some may suggest that accounts for the decline in returns over the 26-year
period is the drop in interest rates over the past few years. While this factor may have
exerted some influence, it is highly doubtful that interest rates could account for the steady
decline in returns over the entire 26-year period. Over this longer period of time, the market
has seen both increasing as well as decreasing interest rates in a pattern that generally
follows the business cycle. If declining interest rates were a major factor driving declining
rates of return, we would have seen both increasing and decreasing investment return that
would have generally coincided with the various interest rate cycles from 1985 to 2001. This

has not been the case.
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Table

Rate of Return Calculations

Social Security Corporation Investments, 1985 — 2001
(data in thousands)
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Notes:

1. All data taken from various annual reports published by the Social Security Corporation. My thanks to Asma Abu-Taleb
for compiling these data.
2. Apparently, the SSC altered the way it presented data in 1996, 1994, and 1990. These alterations do not appear to

significantly affect the return calculations shown here.

3. Net Rate of Return =((col 7 - (.5* col 5))/(col 6 + (.5* col 5)) - 1.

4. Gross Rate of Return =((col 10 - (.5* col 5))/(col 9 + (.5*col 5)) - 1.
5. Return calculations based on book values, not market values.
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Conclusions

Data presented in this analysis show that the Social Security Corporation’s investment over
the period from 1985 to 2001 resulted in an annual compound rate of return of
approximately 11 percent. It was further shown that these returns have declined over the
entire 26-year period from a high of approximately 29 percent in 1985 to a current return of
something over 5 percent in 2001. A possible reason for this decline is the large growth rate
in assets relative to a ower growth rate in attractive investments throughout the country. If
this is the cause, which seems plausible, the SSC's job of finding more profitable
investments is becoming increasingly difficult.
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